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Effect of Soldiers-Sailors Act Will 
Be Felt Long After End of War 


So says this attorney who doesn’t 
think marketability of loans has 
been affected because of the Act. 


HE following letter is typical of 

those received by mortgagees dur- 

ing this war period. 

“IT have called for 
into the army and would like to know 


been induction 


in what position this leaves me regard- 
ing my home, on which you hold the 
mortgage. 

“This leaves my wife in a rather difh- 
cult financial position and I do not be- 
lieve she will be able to keep up the 
payments. 

“Will you kindly advise me regarding 
the above.” 
The query—‘in what position does 
this leave me”—is of equal interest to 
the mortgagee. As the number of 
persons inducted increases and the con- 
flict lengthens, the problem will assume 
greater importance to both debtor and 
mortgagee. In fact, the effect of the 
Soldiers’ and Sailors’ Civil Relief Act, 
as now amended, will be felt for years 
after the war’s end. 

This statute, enacted by Congress on 
October 17, 1940, was substantially 
like the civil relief legislation passed 
during World War I. That law gen- 
erally achieved its objective satisfac- 
torily; but the period of our partici- 
pation was hardly long enough to put 


By RALPH A. CORBIN 


Recent amend- 
Act, passed in 


the law to a real test. 
ments to the present 
October 1942, so broaden the 
and effect of the 1940 Act that it now 
goes considerably beyond the 1918 
law; and it is clear, without making 


sce ype 


predictions as to the length of the war, 
that the provisions of our present Act 
freely invoked than was 

Its effect upon mort- 


will be more 
the 1918 law. 
gages will be far more widespread. 
The statute does not, as some think, 
discharge or cancel any obligations or 
debts. It temporarily 
performance of civil obligations and 


suspends the 


legal proceedings where there exists an 
inability to pay or perform due to mili- 
tary service. If payments can be made 
without undue hardship the Act does 
not apply and affords no relief despite 
military service. 

The purpose of the Act is simply to 
furnish persons in the armed forces 
and their dependents a reasonable meas- 
ure of security in respect to personal 
obligations, and to relieve them from 
mental from 
their enforced inability to meet finan- 
cial obligations and commitments in- 


distress and harassment 


curred before entering the service, as 
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well as protect them from inability to 
adequately protect legal rights or to 
defend suits. 

Of course, a few persons have and 
will attempt to take undue advantage 
of the Act but in the main, experience 
indicates that improper advantage will 
not be taken and that all 
efforts will be made to pay on account 
of debts. 
it will only increase the great number 
of problems that will face servicemen 
after the war, to be burdened with a 
load of accumulated debt. 


reasonable 


This is common wisdom for 


The Act, as it now stands, if in- 
voked only when necessary and admin- 
intelligently affords 
and mortgagees about as much protec- 


istered creditors 
tion as is possible in a situation where 
it is necessary to impair the creditor’s 
position in order to afford the required 
relief to the debtor. 


Protection under the Act is given to 
members of the Army, Navy, Marine 
Corps, Coast Guard, Women’s Army 
Auxiliary Corps, Public Health Service 
officers on duty with the Army or Navy, 
those in training or being educated un- 
der supervision of the United States 
preliminary to induction into the mili- 
tary service, persons who entered the 
military service of any of the United 
Nations while citizens of the United 
States, inductees under the Selective 
Service Act and Enlisted Reserves un- 
der certain conditions. 
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\s to real estate mortgages, nothing 
in the Act prohibits the institution of 
foreclosure proceedings when de fault 
occurs. However, no decree pro con- 
fesso may be entered without the filing 
of an affidavit of 

bsence of such an affidavit precludes 
court 


non-military service. 


the entry of a decree without a 
order directing such entry; and if the 
defendant is in the service, no such 
order shall be entered until the Court 
appoints an attorney to protect the de- 
Entry of a judg- 
a defendant in 


fendant’s interests. 
ment or decree against 
the military service under any condi- 
tions (except upon his consent as pro- 
vided in the Act) 


for the reason that within 90 days after 


may be hazardous 
termination of such service, if such per- 


was prejudiced by reason of his 


son 
service, the judgment may be opened 
to let in a meritorious or legal defense. 
Article III, Section 302 of the Act 
is the section dealing directly with 
mortgages, trust deeds or other secur- 
ity in the nature of mortgages. This 
Section applies: first, where the prop- 
erty is owned by the person when he 
entered military service; second, the 
property is still owned by him when 


relief is sought; and, third, when the 
obligation originated prior to the period 
of military service. 

Ownership has been held (in Twit- 
chell v:. HOLC, 122 Pacific 2d 210) 
to include equitable as well as legal in- 


terests in property. It would not seem 


to include property owned by a wife 
where the person in military service 
merely has a courtesy interest. 


The relief provided by the statute 
upon the institution of foreclosure pro- 
ceedings, application for a receiver of 
rents, or commencement of ejectment 
fol- 
whether the 


proceedings by a mortgagee is as 


lows, and is the same 
breach occurred prior to or during the 


period of military service: 


(1) 


ceedings for 


The court may stay the pro- 
the period of military 
service and three months thereafter, or 
any part thereof, and subject to such 
terms as may be just, whether as to 
payments in installments as to amount 
and times, as the court may see fit, or 
otherwise. 

(2) The may make 
other disposition of the case as may be 


court such 


equitable to conserve the interests of all 


parties. This broad clause gives the 
court wide latitude. 
(3) No foreclosure sale or seizure 


of property for any non-payment or 
breach shall be valid after October 6, 
1942 and during the period of military 
service or three months thereafter, un- 
less pursuant to an agreement of the 
parties as permitted by the Act or ap- 
proved by the court. 

This threefold relief may be granted 
by the court on its own motion or by 
application by the person in military 
service, a dependent, or by some person 
mn his or their behalf. 

Relief is only granted where the 
ability to comply with the terms of the 
obligation is materially affected by rea- 
son of the military What 
“materially affected” means has yet to 
he specifically defined by the 
but it is certain that the term will be 
broadly liberally 
deed will all the provisions of the Act. 
The fact of military service is of itself 


service. 


courts, 


and construed as in- 


no defense to an action; it merely per- 
mits a stay or the granting of other 
equitable relief. 

Whenever the fact of military serv- 
known to a 
proper procedure would seem to be to 
take proof either by affidavit or testi- 
determine whether the 
fendant’s ability to pay was materially 


ice becomes court, the 


mony to de- 


affected, so that the court may then de- 


termine whether a stay of proceedings 
should be granted or whether some 
other equitable action should be taken 
and what it should be. (Jamaica Sav- 
ings Bank vs Bryan, 25 N. Y. Sup. 2d 
17.) The mortgagee should not hesi- 
tate to volunteer as much information 
as possible to the court and by aiding 
in this way can perhaps hope for more 
consideration. 

When the mortgaged premises are 
income producing, the question arises 
as to application of income. The mort- 
gagee, in such cases, has the right to 
insist upon the use of such amount of 
income as is required for payment of 
taxes, mortgage interest, insurance pre- 
miums, essential other 
Failure to so ap- 


repairs and 
maintenance items. 
ply the income will preclude a debtor 
or his dependents from relief under 
the Act. In one case (Brooklyn Trust 
Co. vs Papa, SS %.. ¥. Sup. 2d 57) the 
court required a showing that the re- 
ceipts from the mortgaged real estate 
were less than the total charges to 
which the real estate was subjected for 
upkeep. As this was not shown in that 
a motion for stay of foreclosure 
proceedings was denied. In another 
(Cortland Savings Bank vs Ivory, 27 
N. Y. Sup. 2d 313) a stay was condi- 
tionally granted, upon the mortgagor 
(who had been called into the Navy) 
paying the sum of $26.95 monthly, 


case, 





of Newark. 


of Philadelphia. 





WHO’S WHO IN THIS ISSUE 


We’ve all read and listened to a good deal about the Soldiers’ and 
Sailors’ Act but there are some new angles in the article of Ralph A. 
Corbin who is counsel for the New Jersey Mortgage & Title Company 
Mr. Corbin thinks the effects of the Act will be felt for 
years after the end of the war and that so far it has had little adverse 
influence on the marketability of mortgages. Relief under it, he points 
out, is granted when the ability of the borrower to meet his obligation 
has been “materially affected”—but, he adds, courts have not yet spe- 
cifically defined what “materially affected” means. 

Henry Bruere’s article in this issue is a condensation of an address 
he made a few days ago before members of the New York State Society 
of Real Estate Appraisers. He is president of the Bowery Savings Bank 
of New York and is recognized as one of the 
thorities on real estate and real estate financing 
we have just welcomed his institution into MBA. 

N. E. Wolfsohn is president of the Eastern 
In his article he reviews in a detailed way how you 
can operate a mortgage office most economically today. Those who have 
heard him give the address which constitutes this article have said it is a 
most helpful guide for these times. 


country’s leading au- 


matters. Incidentally, 


Mortgage Service Co. 
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constituting payment of taxes and in- 
terest. 

This action of the court in the Cort- 
land case brings up the problem af- 
fecting the greatest number of mort- 
gages—that is the mortgage upon the 
home owned by a person in the service, 
generally occupied by him prior to en- 
tering the armed forces and now occu- 
pied by members of his family or de- 
pendents, and from which property no 
income is derived. 

Unless they without 
hardship, payments of principal will 
have to be waived. If arrangements 
can be made voluntarily for payment 


can be paid 


of current taxes and interest, or even 
a substantial portion, this should be 
done wherever possible. Such 
ments are contemplated by Section 107 
of the Act. If such an 
can not be made, institution of fore- 
closure proceedings is the only alter- 
native, upon default, so that the facts 
the ability of the 
debtor to pay determined and an equi- 


agree- 


arrangement 


of each case and 
table disposition as to a stay and the 
terms thereof reached by the court. 

In the case of FHA mortgages, it is 
my understanding that principal pay- 
ments will be waived during the period 
of service, but of course not interest 
and taxes which, in so far as FHA is 
concerned, must be paid in accordance 
In the event 


proceedings 


with the mortgage terms. 
of a default, 
must be instituted*-to protect the mort- 


foreclosure 


gage insurance, even though the action 
may be stayed and relief given under 
the provisions of the Act. 

The FHA upon waiving principal 
payments during the period of military 
service, pro rates the accumulation of 
waived payments over the remaining 
term of the mortgage after completion 
of the period of service. 

Here are 
the Act affecting mortgagees: 

(1) No fines or penalties shall ac- 
crue by reason of a default during mili- 
tary service. This would include “late 
charges” and possibly interest on ad- 
vances, such as insurance premium paid 
by the mortgagee. 


several other features of 


* This would of course be changed un- 
der the terms of the Senate bill $755 
which is being sponsored by MBA. Mem- 
bers have been advised of the provisions of 


this legislation. (See Page 7, Column 3) 





Bureaucracy 
One for 
mortgage men is the danger of 
permanent rent other 
trols to force complete socializa- 
Here, during 
the war period, we have seen 
bureaucracy operate in its worst 
form, interpreting laws to suit its 
prejudice and attempting to pro- 
mote class hatred between land- 
lords and tenants under the guise 
of making rent control effective. 
In the post war period it must be 
made certain that these practices 
are not perpetuated, or we will 
lose all that we are fighting for 
on the war front.—President 


Charles A. Mullenix. 


post war problem 


and con- 


tion of real estate. 











(2) The period of military service 
shall not be included in reckoning the 
time for the Statute of Limitations to 
run, nor shall any portion of time after 
October 6, 1942 be included in com- 
puting any period granted for the right 
of redemption of real estate foreclosed 
or sold to enforce any obligation. 

(3) The 1942 amendments specifi- 
cally extend the relief 
mortgage debtors in military service to 
their dependents, if their ability to pay 
is impaired because of the military serv- 
ice of the person upon whom they are 
This is a most important 


granted to 


dependent. 
section which may have far reaching 
effects. 

(4) Sale of lands for unpaid taxes 
or assessments cannot be made except 
upon leave of the court, which may stay 
the proceedings for the period of mili- 
tary service and six months thereafter. 
When by law, real estate may be sold 
to enforce collection of taxes, the right 
to redeem is extended until six months 
after termination of service, but in no 
case later than six months after the Act 
ceases to be in force. 


(5) The “period of military serv- 
ice” ends with the date of discharge 


from active service, or death while in 
active service but where a person has 
been reported missing, he shall be pre- 
sumed to continue in the service until 
accounted for or until death is actually 
determined by the War or Navy De- 
partments or by a competent tribunal. 

(6) The relief granted by the Act 
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is not applicable where any transfer of 
property since the enactment of the 
statute for the purpose of delaying the 
just enforcement of a right by taking 
advantage of the act such as a convey- 
ance of mortgaged property to a sol- 
dier if found by the Court to exist, 
precludes the right to any relief what- 
soever. 

One further section of primary in- 
terest to mortgagees is Article VII 
which was one of the 1942 Amend- 
ments. This section provides that any 
person may, during the period of mili- 
tary service or within six months there- 
after, apply to the Court and it may, 
after appropriate notice and hearing, 
grant the following relief: stay en- 
forcement of the mortgage for a period 
equal to the remaining term of the 
mortgage plus a period of time equal 
to the period of military service, pro- 
vided the balance of principal and ac- 
cumulated unpaid interest be paid in 
equal instalments over the period of 
the extended term. Accumulated taxes 
may likewise be paid in equal periodic 
instalments during a period equal to 
the term of military service. 

These provisions which are in effect 
extensions and recasting provisions are 
designed to save persons serving in the 
military service from facing an im- 
possible burden of debt upon the termi- 
nation of their service, which if en- 
forced at such time would cause him to 
lose much of the intended benefit of 
the Act and to throw up his hands, to 
his own detriment and that of the 
mortgagee. Wherever possible, exten- 
sions similar to those contemplated by 
Article VII should be entered into vol- 
untarily either during the term of serv- 
ice or as soon thereafter as possible. It 
would seem that with the terms of the 
Act as a guide, resort to the courts can 
and should be avoided in many cases. 

What effect has the Act had or will 
it have upon the marketability of mort- 
gages? Although it is reported that the 
War had had some adverse effect upon 
the sale of mortgages covering proper- 
ties owned by persons within the draft 
age, it is impossible to say how much of 
this, if any, is attributable to the pro- 
visions of the Act. I believe that if 
the situation is approached from a fair 
minded and patriotic viewpoint, this 
law should have no adverse effect upon 

(Continued on Page 8, Column 1) 
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Suggestions for Reducing Costs in Your 


Loan Business During the War Period 


By N. E. WOLFSOHN 


busi- 


ITH the decline of 
ness, we must direct our thoughts 


new 


to reducing overhead to a min- 
imum. The 
nel caused by increased living costs and 


increased cost of person- 
the competition from defense industries 
and government agencies soliciting and 
advertising for clerical and stenographic 
employees and paying salaries that are 
abnormally high, means we are forced 
This 


represent 75 per 


to pay higher salaries. increases 


our costs salaries 


P ! 
cent of our servicing costs! It is neces- 
sary to reduce extraneous costs and try 


to have our clients assist us by the 
elimination of unnecessary red tape and 


so-called “established customs.” 

Large and small mortgage servicing 
companies can reduce costs and are in a 
good position to eliminate the pitfalls 
which some of us encountered in the 
earlier days of FHA servicing. When 
our company began to service mortgages, 
we studied many hybrid hand-posting 
systems and finally selected one. Later, 
when our business increased, we con- 
verted from hand to machine bookkeep- 
We had to have all 


prepared, typed and transferred. 


ing. new forms 


This was a very expensive duplication 
of work and could have been eliminated 
if we had decided in advance upon the 
type of machine we in- 
tended to install, had forms prepared 
ind printed, and posted on these ledger 


accounting 


cards by hand. Later, when we reached 
the point where we felt that bookkeep- 
Ing machines were necessary, it would 
have been simple to transfer to the ma- 
chines and carry on. 


In the handling of detailed records, 
I cannot emphasize too strongly the 
control. 
this is the most important factor—con- 
trol of cash and checks from the time 
monthly pay- 
ment to the time it is posted by the 
machine bookkeeper and returned for 
audit; control of the mortgage prin- 
cipal from the time our check goes up 


word In mortgage servicing, 


the cashier receives the 


at settlement and continued even after 


the mortgage is sold to a permanent 


mortgagee; control of delinquent pay- 
ments; a cash control at all times of 
escrow funds, interest and principal due 
the mortgagee; and control of the serv- 
ice and late charge fees. 

An efficient method of control is the 
use of separate bank accounts for large 
clients and a miscellaneous trust ac- 
count for those clients who have pur- 
chased smaller numbers of mortgages. 

With proper control, your employee 
becomes accurate and careful; responsi- 
bility has been placed; you know what 
you have, and all of this helps in the 
study of ways and means of reducing 
costs from time to time. 

Further, when your larger mortga- 
gees come in to audit their accounts, 
they do not have to delve through hun- 
dreds of other records to balance their 
loans. 

Use of coupon books: In our original 
letter billing the mortgagor, we enclose 
a coupon book sufficient for five years, 
and ask the mortgagor to send one cou- 
pon with each monthly payment. The 
purpose is to identify the proper bank 





Talk—and Act 


It will avail us nothing to rest 
our with the criticism of 
those things and acts we do not 
like. If the government has 
overstepped what we consider 
proper bounds in its infringement 


case 


upon private business, we should 
take stock of private enterprise 
and determine what its failings 
have been because of an attitude 
of complacency in failing to pro- 
vide necessary thinking and lead- 


ership. Mortgage men _ have 
enough brains to provide that 


thinking and leadership—and we 
must outthink and think ahead of 
our public servants if we are to 
retain the American system of 
private endeavor. — President 


Charles A. Mullenix. 
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account and the property. In our letter, 
we say that no monthly bill will be sent. 

We do not give receipts for checks 
and ask that the book be brought in if 
cash payments are to be made so that 
the stub may be receipted. On the back 
page of this book, we break 
down the monthly payment for the 
mortgagor and advise him that from 


coupon 


time to time he will be notified of 
changes in the monthly payments, 


which should be corrected on the sched- 
ule accordingly. We do this in order 
to encourage the mortgagor to keep his 
own records as much as possible and to 
reduce to a minimum the inquiry: 
“How much interest did I pay the last 
twelve months for tax pur- 
poses?”’ Since using these coupon books, 


income 


these inquiries have been reduced to a 
great extent. 

Cashier cards: 
the medium of posting for the book- 
keeping machines. This card, which is 
an exact duplicate of our ledger card 
but smaller, is prepared between the 
11th and 30th of each month for a pe- 
riod of six months in advance. It shows 
the amount of monthly payments due 
and the distribution. During the busy 
period of the month, namely from the 
30th to the 10th, our cashiers are able 
to take care of more mortgagors as all 
they do is pull the card, mark in ink the 
date of the payment, the amount re- 
ceived, the bank number of the check, 
or a “C” for cash. 

These cards, together with a dupli- 
cate deposit slip, are given to the control 
clerk, who then arranges the cards in 
our clients’ required order and gives 
them to the machine bookkeeper for 
posting. After posting, the cards, to- 
gether with the journal, are returned to 
the control clerk who audits them and 
returns the cards to the cashier for filing 
in the next due date file. 

This card eliminates the calculation 
and breakdown of the monthly payment 
during the busiest part of the month. It 
eliminates frequent handling of the 
FHA schedules and increases to a maxi- 
mum the number of postings that a ma- 
chine operator can make daily. This 
card, since it is an exact duplicate of 
the ledger card, need only be copied. 

Service charge: The calculation of 
the service charge has always been a 
thorn in the side of the loan correspond- 
ent, more particularly so since experi- 


The cashier card is 
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enced help has been hard to get. We 
use two methods of calculation that save 
time and enable the use of inexperi- 
enced help because of their simplicity. 

1. Where all of the mortgages be- 
ing serviced for one institution carry a 
four and one-half percent interest rate, 
we report gross interest only. We then 
total this column, divide it by nine, and 
arrive at our service charge. Beginning 
the first of this year, one insurance com- 
pany for whom we service FHA loans 
cooperated by changing its system to this 
plan and having all of its correspondents 
change accordingly. 

One of the main reasons for the com- 
pany’s agreeing to the change was that 
we proved to them that in one year they 
would save almost 11,000 postings; 
and we, in turn, saved the same num- 
ber, both on the bookkeeping machines 
and the The _ break- 
down per loan of the interest was also 
eliminated. You can appreciate the sav- 
ing of time, and the reduction of the 
possibility of errors by having the girls 
who do this work simply copy from the 
FHA schedule to the cashier’s card in- 
stead of, as heretofore, breaking down 


° > 
cashier’s cards. 


the gross interest to service charge, net 
interest, and then proving the figures. 

For smaller institutions that were not 
willing to cooperate with the first plan, 
and for those institutions having various 
rates of interest (from 4+) percent to 
6 percent interest), we use the previous 
year’s M.I.P. column on the FHA 
schedule as our service charge. This 
figure remains constant for any one 
amortization year, thereby simplifying 
individual calculations each month on 
each loan, and reducing to a minimum 
the possibility of error. The difference 
in dollars and cents between the 
of this method and the individual 
breakdown is less than one dollar on a 
twenty-year loan. 

Remittances to mortgagees: Various 
remittance dates throughout the month 
to mortgagees eliminates the so-called 
bottleneck that would occur if too many 
remittance statements are required on 
the same date. It is most practical to 
have remittance dates after the fifteenth 
of each month as many more monthly 
payments are then included in one re- 
mittance statement. Remittances to 
large mortgagees are usually made four 
or five times a month, but to the smaller 
mortgagees, they should be limited to 


use 





Small Builder’s End? 

Under the new regulations ap- 
proved by the Administrator on 
February 2, 1943, effective Feb- 
ruary 5, 1943, private building is 
affected by the restrictions which 
provide that all housing must be 
rented to war workers and can 
only be sold to them after four 
months occupancy—and 90 days 


before eviction—along with a 
33% per cent down payment. 
This probably means that the 


small builder is about through for 
the duration and that many of the 
projects will be multiple housing 
under Section 608 of Title VI.— 
President Charles A. Mullenix. 











Daily re- 
eliminated when- 


once a month, if possible. 
mittances should be 
ever possible, as they cause much extra 
work in typing and drawing checks, and 
there is also the additional expense of 
stationery and postage. 

The use of open-face envelopes made 
to fit the remittance statements is also a 
big time-saver. 

Disbursements: In disbursing escrow 
funds, every effort should be made to 
make these at the time of the month 
when your bookkeepers (machine or 
otherwise ) are the least busy. We find 
in our office that between the 20th and 
28th is the best time for posting dis- 
bursements. We post all disbursements 
to escrow funds under the date the 
checks are drawn. We draw a check 
from a voucher, which has attached a 
list of the mortgagors and properties for 
which the items are being paid in the 
mortgagee’s loan number order. 

This facilitates posting and many 
items can be paid for with one check. 
For example, if we pay taxes to the City 
of Philadelphia on behalf of a client 
for whom we maintain a separate bank 
account, we will list by Ward the prop- 
erties on which the taxes are being paid, 
and in our client’s loan number order. 
The original list is sent with the check 
to the Collector, and the duplicate 
thereof is attached to the voucher. This 
also permits faster posting by the ma- 
chine operators. M.I.P. and hazard in- 
surance are paid in the same manner 
where possible. 
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We try, when permissible, to pay 
taxes once a year, and calculate our es- 
crow funds for taxes accordingly. 

All standard form letters, no matter 
how short they may be, should be mime- 
ographed for, besides being a time-saver, 
this reduces to a minimum the possi- 
bility of error. 

Our remittance statements, individ- 
ual ledger cards and journal are pre- 
pared at the same time on our bookkeep- 
ing machines, and, in most cases, these 
remittance forms are acceptable to our 
mortgagees. The few mortgagees that 
do not accept them cause an increase in 
cost in the handling of their accounts, 
and, again, increase the possibility of er- 
ror because these remittance forms are 
checked by the control clerk, who then 
turns them another clerk to 
make them up on the form required by 
these particular mortgagees. They then 
have to be checked again for errors. We 
hope in the course of time to prove to 
these mortgagees that the use of our 
form is mutually advantageous and will 
reduce their costs since, as said before, 
these remittance forms contain a com- 
plete record of the individual ledger 
cards and can be used by them as a per- 
manent record, 


over to 


Some mortgagees still insist on han- 
dling escrow funds, which is an added 
cost to them and no saving to us be- 
cause we must still keep a record of dis- 
bursements of these escrow items, and it 
causes plenty of extra letter writing. No 
doubt, if for no other reason, the per- 
sonnel problem will force such mort- 
gagees to turn the handling of these 
escrow items back to the servicing agent. 


This was recently the case when one 
such mortgagee handed it back to us 
after handling it from the time they 
started to buy FHA loans about five 
years ago. 

In our original letters billing the 
mortgagors, we ask them to make their 
monthly payments in the next even 
amount, and we credit the tax accounts 
with the difference. This plan, in many 
cases, eliminates the necessity of our 
communicating with them for small ad- 
ditional sums that may be needed for 
the taxes or hazard insurance. Our or- 
iginal reason for making this request 
was that many mortgagors, when mak- 
ing up a check for odd amounts, would 
make an error—usually in their own 


favor. We would then have to write 
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and ask that the shortage be made up in 
the next monthly payment. Very often, 
the cost to us exceeded the amount of 
the shortage. Our plan has met with 
most gratifying success. 

i ays and means of reduc ing pros ess- 
I do not 


believe that there is much opportunity, 


ing costs for new mortgages: 


under present conditions, to reduce the 
cost of acquiring new mortgages. Tak- 
ing our office as an example, our sales- 
men are either on a straight commission 


salary and commission 


this is not the time 


basis or on a 
basis, and certainly 
to reduce either commissions or salaries. 
The volume of business for the coming 


year, because of the restrictions in new 


construction, will no doubt be consid- 
erably reduced. Naturally these men 
will have to work harder to produce 


anywhere near the volume of business 
that they have in the past. This will 
entail additional cost to them in trans- 
portation and in the various means ne- 


cessary to secure the new business. 


Further, these men will not be able 
to bring in volume business from con- 
centrated sources; that is, a large opera- 
tion of houses in a group from builders, 
as has been done in the past. They will 
now, more than ever before, have to 
cover neighborhood brokers from w hom 
they will get on the average of one or 
Of course, it is 
hoped, and so far it is a fact, that the 
premiums we have to for 
from brokers will be less than what we 


two loans at a time. 


pay loans 


have to pay builders, which enables our 
men to earn a larger commission per 
loan since the acquisition cost is less. 
We believe that it will be necessary for 
our men, in order to produce anywhere 
near the same volume of business that 
they have in the past, if this is to be 
done at all, is to contact at least two, if 
not three times the number of builders 
and brokers that they have in the past, 
for, taking the brokers as an example, 
let us say that he averaged two sales a 
week 1942. This year, with the 
government restrictions, he will be for- 


for 


tunate if he can five sales a 


month. 


average 


Therefore, the source of supply from 
this broker will be proportionately re- 
duced, and it will be up to the salesman 
handling this account to develop an- 
other broker—one we 
never had be fore- 


whose business 


in order for him to 


maintain the same volume of business in 
his territory. 

He will also have to contact a greater 
number of smaller real estate brokers’ 
offices and hope to get an occasional loan 
from them. In the past, these smaller 
brokers were neglected by us due to the 
heavy volume of business that came in 
from the builders and larger real es- 
tate offices. 

The cost of conveyancing will also 
increase if the of new mort- 


gages is reduced since we will be using 


volume 


the same personnel on a smaller number 
of loans, thereby increasing the cost per 
set of Howev er, we hope to 
overcome this increase by charging from 


papers. 


$15 to $25 conveyancing fee to each 
mortgagor, and from $5 to $7.50 ap- 


Causes of Past Real 


praisal fee, which covers the cost of the 
appraisal, pictures, and credit reports. 
Fortunately, we are able to get better 
conveyancing fees through brokers from 
home buyers on second hand houses than 
through builders from home buyers on 
new houses. 

So, as we see it, acquisition costs of 
new business will undoubtedly be in- 
creased per loan instead of decreased, if 
it is the ambition of the correspondent 
to continue to acquire new business. It 
is almost an absolute necessity that new 
business be acquired if we are to retain 
the same volume of loans on our books 
that we had at the end of 1942 for, as 
near as we can figure it, this volume 
will be reduced by pay-offs about 10 
percent a year. 


Estate Troubles and 


Some Reflections on What Is Ahead 


By HENRY BRUERE 


HE cardinal fact about real es- 
tate developed in the last decade 
is the radical recession of values. 

In a large degree this was due to gen- 

eral economic and political conditions 

that wracked our entire economic struc- 
ture. But, as we look back over our 
experience in those disheartening times, 
we see that the depression should not 
bear the whole responsibility. All of us 
who have had something to do with 
another, 


the 


real estate in one way or 


should assume some part of re- 
sponsibility. 

This is an attempt to analyze some 
of the causes of our past difficulties; to 
discuss some of the remedies we have 
applied and yet need to apply; and 
finally, to take a look at what seems to 
me to lie ahead. 

As I look back over the experience 
of the past fifteen years of investors in 
real security, I out- 
standing weaknesses that contributed to 
instability and to ultimate losses. 

First, there was lacking a_ broad 
enough basis of fact for the making of 
appraisals on which investments were 
made. Owners hunches or 
took speculative chances with the ex- 
pectation of getting out before losses 
occurred. Lenders based their apprais- 
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estate see seven 


acted on 


als on current appearance of values 
without sufficient regard to the effect 
of competition and the law of dimin- 
ishing returns. We have learned that 
appraisals do not provide security be- 
cause they are printed on bank note pa- 
per with attached. They 
have the support of a comprehensive 
statement of reasons properly set forth 
and intelligently verified. Those rea- 
sons must run to the general state of 
the area and even the community and 
should include consideration of trends 
of the neighborhood and the depression- 
resisting power of the pronosed invest- 
ment. 
longer regarded as a sufficient basis for 
intelligent lending. . 


seals must 


No one man’s opinion is any 


Second, since real estate is property 
and valued as such, it needs a proprie- 
tor to give it value. It mav on occasion 
be converted into gold but it is not 
gold. Who the proprietor is then is of 
first importance. If a builder borrows 
on his building he transfers the penal- 
ties and risk of ownership to the lender 
without sharing the power and the 
chance for gain. Beware of the specu- 
lator whose only capital is an energetic 
broker. A prudent investor will not 
knowingly make a loan to an owner 
who has no substantial actual invest- 


The Mortgage Banker @ April, 1943 





BNORIGAGE BANKER 


Published Monthly by the 


MORTGAGE BANKERS 
ASSOCIATION OF AMERICA 
111 West Washington Street, Chicago 





President 


Vice President 


Cuartes A. MuLLENIXx 
Herotp G. WoopruFrr 
Secretary-Treasurer 


Greorce H. Patrerson 


Tue Morrcace Banker is distributed 
monthly to members of the Mortgage Bankers As- 
sociation of America. Publications may reproduce 
material appearing in the magazine only by permis- 
sion of the Association. Opinions expressed in 
Tue Mortrcace BANKER are those of the authors 
or the persons quoted and are not necessarily those 
of the Association. 


APRIL, 


free 





1943 





ment in his property, no matter how 
conservative the loan may seem to be 
on the basis of current values based on 
sales. 

Third, earning power based on an 
analysis of rents received and probable 
as well as the present and likely class of 
tenants as opposed to current sales val- 
ues of the subject property, or like 
property, is the only sound basis for 
lending. 

Fourth, no loan should be perma- 
nent. Amortization is a $64 word we 
should not forget. A loan is a debt 
and a debt is a promise to be kept. A 
good asset is one that will be repaid 
when due or refunded on acceptable 
terms. Because time changes every- 
thing, repayments should begin while 
the debtor remembers how he came by 
his money. 

Fifth, a real estate loan needs to be 
watched and checked as continuously as 
a list of stocks and bonds. Woe to the 
lender who has neither the energy, the 
time nor the skill to make a proper in- 
spection of the property that secures 
his investment! A good inspection sys- 
tem not only helps the lender but may 
be of great assistance to the owner by 
prompting him to keep his property in 
good condition. An owner who neg- 
lects his property, “milks” or otherwise 
abuses it commits a default in the end 
just as injurious as a failure to pay in- 
terest or taxes. A corollary of what I 
have said is that good owners are en- 
titled to praise and high recognition; 
indeed, on sufficient record, to a differ- 
ential in the interest rate charged on 
their loans! 


Dennis W. Palmquist, Cleveland, Directs 
New Law Division; First Member Joins 


Dennis W. Palmquist, member of 
the Cleveland law firm of Thompson, 
Hine and Flory, has been named chair- 
man of MBA’s new law division, an- 











Sixth, wherever the ability of an 
owner to meet his obligations is likely 
to be affected by conditions beyond his 
control, and where his acquisition of a 
property, particularly a home, is a form 
of responsible saving, starting with a 
small down payment the loan should 
be insured by FHA. 

I would not make a loan on a home 
of any kind in excess of 40 per cent of 
its value unless the loan were insured. 
Every such loan—no matter what the 
amount—should be amortized. 

(Incidentally, in my opinion, the 
most important innovation in 
mortgage lending is FHA’s system of 


recent 


insured and amortized loans for owners 
and lenders alike.) 

Seventh, the relations the 
owners of real property and lenders on 
real estate on the one hand, and the 
municipality on the other, should be 
one of cordial, mutual understanding 
and co-operation. Real estate should 
pay its great burden of taxes and prop- 
erty owners should take an enlightened 
view of the proper developing of city 
services which are required by modern 
standards of community living. But 
real estate should not be exploited by a 
city government, unjustly taxed, or 
treated as baneful, as unhappily it 
often is. 

Since real estate bears well over half 
the cost of city government it has a 
profound right to be heard in civic 
matters if it speaks with intelligence, 
truth, and a just regard for the rights 
of others. It is important that we con- 
tinuously seek to establish proper rela- 
tionships between the city and those 
who represent real estate. 

The very heart of the real 
problem in New York City is taxation. 
New York realty valuations for pur- 
poses of taxation have been reduced 
from 19 billions to 16 billions and that 
is important. Unfortunately, they are 
still too high and the difficult work of 
readjusting them must go on. 
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between 


estate 


nouncements of which appeared in our 
last issue and in a special letter to mem- 
bers March 8th. The first application 
for membership in this section has just 
been received—that of Alex W. Cree- 
don of Messrs. Buckley, Creedon & 
Danaher of Hartford, Conn. 


MBA members are urged to call this 
to the attention of their 
attorneys who will be admitted as as- 
sociate members for the usual dues of 
$25 annually. 
leges will be accorded except the right 
to vote and hold office. 


new section 


All Association privi- 


During these times when the advice 
and counsel of attorneys have become 
more important than anyone in the past 
could have anticipated, the Association 
feels the move is a particularly con- 
structive one both from the standpoint 
of members themselves and the attor- 
neys as well. The principal objective 
of the action is to develop a medium 
within the Association by which mem- 
bers’ lawyers may be better acquainted 


with the work of MBA. 





HOUSE GETS COMPANION BILL 
TO MBA SPONSORED S§S 755 


The bill MBA is sponsoring and 
which if passed will permit mortgagees 
to avoid foreclosure of FHA loans of 
service men yet be protected in their 
debenture interest has now been intro- 
duced in the house by Congressman 
Henry B. Steagall, chairman of the 
house banking and currency commit- 
tee. Its number is H.R. 2206. MBA 
members were previously advised (Lo- 
cal Chapter News, March 15th, and 
special letter, March 8) of the Senate 
bill S. 755 introduced by Senator 
George L. Radcliffe of Maryland. 

MBA _ members are 
write members of both house and senate 
banking and currency committees set- 
ting forth the importance of the meas- 
ure and urging speedy consideration. It 
is not anticipated that any opposition 
will develop; hence our principal task 
is to hasten passage. Our March 8 let- 
ter listed all members of both com- 
mittees. 


requested to 
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THINKS FNMA ACTION IS A 
“HEARTENING ACTION” NOW 


Action of FNMA in offering pri- 
vate mortgage bankers the opportunity 
to buy back those FHA insured mort- 
gage loans which they originated and 
sold to the federal agency and which 
they are now servicing for it, isa heart- 
ening and_ constructive Washington 
development, according to President 
Charles A. Mullenix. “FNMA’s ac- 
tion is fair and reasonable. Mortgage 
bankers appreciate the Association’s co- 
operative attitude.” 

The Association, chartered in Feb- 
ruary, 1938, under the National Hous- 
ing Act, advised mortgage bankers who 
had sold FHA mortgages to it that if 
they wished to buy back any or all of 
these loans, bids should be submitted by 
March 15, naming prices. Since then 
the Association has postponed action on 
the sale for sixty days. 

According to Mullenix, the offer to 
sell these mortgage loans to those w ho 
originated them and are now servicing 
them is no indication whatever that the 
wency might discontinue business. 

Federal National Mortgage Associa- 
tion had total assets of $221,899,- 
262.00 on June 30th last and has 
capital stock of $10,000,000. Its issue 
ot $29,748,000 of series A, 2 per cent 
notes is due May 16th this year. 


SOLDIERS-SAILORS ACT 


(Ce 
the desirability of mortgages for in- 
vestment purposes. 

\s soon as a mortgagee learns of the 
induction into military service of an 
obligor, and it appears that his ability 
to pay will be adversely affected, the 
mortgagee should advise him of his 
rights under the Act and how it affects 
his status, so that an attempt may be 
made to preserve the owner’s equity as 
well as to bring about a continuance of 
payments to the extent possible consis- 
tent with the obligor’s financial situa- 
tion. Inconveniences, added work on 
the part of the mortgagee and some 
possible loss must be faced, but as has 
been well said, “This is a necessary re- 
sult, not of the Act but of the War 
in which our Nation is engaged.” The 
price to be paid will be but a small part 
of the cost of Victory. 








President’s Report to the Membership 


Since the March issue of The Mortgage Banker, a great 
deal of time has been devoted to the probable sale of mertgages 
in the FNMA portfolio. Two releases have gone forward to 
the membership to keep them informed. We are indebted to 
the Washington officials who have given favorable considera- 
tion to our request that there be a period of delay to provide 
time for present servicers to turn around on the proposed sale. 

The question we now have before them is that these mort- 
gages be offered at a definite price, in definite blocks, to the 
present servicers; and we are assured that the latter will have 
the first opportunity to arrange for purchase. 

Prior to the expiration of the sixty-day period, we hope 
to meet with the various interested officials in Washington, and 
will keep the membership fully informed. 

From time to time there have been news releases regarding 
the infringement of the public housers upon the prerogatives 
of private building and financing. These releases have been 
of a general nature in the hope of building up among our 
membership the will to fight; and it is pleasing to note that in 
many sections effective work has been done to correct this sit- 
uation. In one city where public housing has been extended 
beyond reason, the action of our own group, in cooperation with 
private builders, has resulted in an agreement of complete 
withdrawal of public housing activities so long as private build- 
ers can carry the ball insofar as war housing is concerned. 

Your administration this year has followed the plan of 
placing before you the serious problems to be met, in the hope 
that we might get the entire membership to realize the serious- 
ness of these problems, and to act individually and collectively 
to meet them and effect satisfactory solutions for the future. 
We have refrained from promoting unjustified optimism, as 
we believe that the MBA membership represents an intelligence 
that warrants facts — and we have therefore released only good 
news following accomplishment — and after all, that is what 
we are all interested in. 

At an opportune time, the membership will be requested 
to throw its full force behind our amendment to the National 
Housing Act as covered by Senate Bill 755 and House Bill 
2206. 


President. 
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